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TT whole subject of federal-state relations may well 
need a “new look.” Much of our thinking has long 
been clothed in the economic and political styles of pre- 
Civil War days. Neither the national federalism style of 
the past fifteen years nor the older states’ rights fashion 
does very much for the federal structure today. 

If we are to face and solve issues of state, whether 
domestic or international, it will not do to follow fashion 
trends, to dust off old arguments, and to lengthen them. 
The growth of world inter-dependence, of complex 
domestic relationships, are facts of the life we must live. 
They call for a reappraisal of the basic economic and 
social forces to which our political institutions ought to 
be adapted. They demand that we reconcile the economic 
unity of our nation with the political and cultural diversity 
of our States. 

The task is not easy; and in some areas it is not even 
politically feasible at this time. As Alexis de Tocqueville 
has so well said, “A democratic people tends toward 
centralization, as it were by instinct. It arrives at provin- 
cial institutions only by reflection.” This same penetrating 
observer of the American scene was well aware of the 
vital necessity of “reflection” toward “provincial institu- 
tions.” In words which are as pertinent today as a century 
ago, he pointed out: 

Certain interests are common to all parts of a nation, such as the 
enactment of its general laws and the maintenance of its foreign 
relations. Other interests are peculiar to certain parts of the 
nation, such, for instance, as the business of the several townships. 
When the power that directs the former or general interests is 
concentrated in one place or in the same persons, it constitutes a 
centralized government. To concentrate in like manner in one place 
the direction of the latter or local interests, constitutes what may 
be termed a centralized administration. 

... I cannot conceive that a nation can live and prosper without 


@ powerful centralization of government. But I am of the opinion 
that a centralized administration is fit only to enervate the nations 








in which it exists, by incessantly diminishing their local spirit. 
Although such an administration can bring together at a given 
moment, on a given point, all the disposable resources of a 
people, it injures the renewal of those resources. It may ensure a 
victory in the hour of strife, but it gradually relaxes the sinews 
of strength. It may help admirably the transient greatness of a 
man, but not the durable prosperity of a nation. 

These timeless precepts for a thriving democracy may 


be applied today if we will but recognize the conditions 
that have since emerged as the keys to a working federalism. 
Since de Tocqueville wrote, we have learned much in the 
process of working out the apparent spheres of power of 
national and state governments. While the sweep of 
events has caused the center of power, politically and 
legally speaking, to shift from the federal government to 
the states and back again, over the course of years, it was 
not until the full effect of the industrial revolution that 
problems of federalism began to take their present scope 
and character. 

Industrialization of society brought with it problems 
of urbanization, of intense economic inter-dependence, of 
severe economic readjustments and forces of social and 
political upheaval. Some increase in “centralized govern- 
ment’’ was a more or less natural outgrowth of the reali- 
zation that government could no longer remain simply an 
“umpire” and at the same time protect the citizen against 
bigness and neglect. This charged environment which re- 
quired a broader role for government cannot be attributed 
to any political party. It had been simmering from the 
days of President Theodore Roosevelt and was, perhaps, 
first authoritatively recognized in the work of President 
Hoover's Commission on Social Trends. The economnic 
crisis of the 1930's was seized upon by the party in power, 
however, to exploit the influences of centralization so as 
to build a great bureaucracy and to subordinate state 
governments which were a threat to that bureaucracy. 
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We are faced today with the opportunity not to retrace 
our steps, but rather to redirect our planning and our 
thinking toward the goal of a revitalized working federal- 
ism. This would mean an environment in which the states 
can serve to maintain the values of democracy and local 
self-government. Jt would encourage the states to assume 
esponsibility for ‘hose governmental policies and adminis- 
tration which they have always been better able to adapt 
to local needs than any central government. But the states 
obviously require adequate fiscal capacity to meet their 
responsibilities. 

This old relationship between services and finance is 
the root of a working federalism today. Out of it grow 
the two key conditions without which we may well have 
to resign ourselves to the evils of ‘centralized administra- 
tion.”” These conditions are: 

First, control of the grant-in-aid so as to limit it to areas 
of demonstrated need; this would preclude its use to 
stimulate huge spending programs without regard to the 
capacities or the desires of the states. 

Second, an integration of federal and state tax struc- 
tures which will free for state use those sources of revenue 
which are best adapted for state administration; this would 
immediately relieve mounting local pressures for increased 
central financing, and in turn permit a rational approach to 
grants-in-aid. 

These key points of federalism are fiscal, but they do not 
relate to the unique power of the federal government to 
engage in deficit financing. The fallacy of the notion that 
the federal government can go on indefinitely promising 
the moon to our local governments has been demonstrated 
elsewhere. The point here is that the abuse of the grant- 
in-aid device and the preemption of sources of revenue 
which traditionally and economically belong to the states 
has placed the federal government in a position to under- 
mine the whole character of the state and local government. 
It is for the citizens of the respective states to insist that 
their state and local governments learn to do more and 
more for themselves and to depend upon the national 
government for less and less. 

The grant-in-aid has become an accepted device of the 
“political contrivance’’ that we know as federalism. This 
much we must admit. It is its abuse rather than its use 
which is causing trouble. Used as an instrument to foster 
and develop a governmental service vested with a national 
interest it is important to national unity. Used as a “hand 
out” to include local expenditure programs it is an expen- 
sive and wasteful method of finance. 

There are three rules which ought to govern the use of 
the grant-in-aid: 

1. Where a service is in national need of development 
(highways), grants can properly be shared propor- 
tionately by each state, but only where needed to 
sustain a uniform minimum standard of service. 

2. Where a service is in an uneven need of development 
(schools), grants should be given only to those 
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jurisdictions with a demonstrated need of financial 
help. 

Where a service can best be left to the diversity of 
state initiative (a/rports), no grant should properly 
be considered. 

In the period from 1915 to 1947, the amount of federal 
grants-in-aid to the states has increased from five million 
dollars to one billion dollars. This is roughly 10% of 
total expenditures by state and local governments. If 
some of the pending federal spending programs are en 
acted, the latter figure will be greatly increased. The states 
neither want nor need this kind of wasteful and inefficient 
use of the taxpayer’s money. This is not to say that there 
should be no federal aid; it is, of course, apparent that 
just as local governments within a state requires aid to 
equalize their fiscal capacity with their governmental needs, 
there are states which likewise need support if they are 
to carry on programs vested with a national interest. But 
this admitted need for some federal aid can not in any 
way justify the abuse of the device in such a way as to 
transfer responsibility and authority from the states to 
federal bureaucracies. 

The federal aid highway program is a good example. 
This program, begun in 1916, with an initial appropriation 
of $5,000,000 has been expanded over the years until the 
Federal Aid Highway Act of 1944, which authorized 
grants of $500,000,000 a year for a three-year period. The 
federal aid program has thus been expanded from its 
original purpose of encouraging a nation-wide network 
to facilitate commerce, defense and the carrying of the 
mails, into a program by and through which the federal 
government threatens to dominate the entire road improve- 
ment program and a large segment of the fiscal policy of 
the respective states. 

Two features of the federal program directly invade 
the discretionary area of state legislatures. The first of 
these penalizes any state which diverts so-called highway 
user revenues to purposes other than the construction, 
maintenance, policing and safety of highways; and the 
second denies federal aid for any highways upon which 
tolls may be charged regardless of how small the federal 
contribution may be toward the entire cost of the improve- 
ments. The questions of “diversion” and of “toll roads” 
are admittedly controversial and there is much that may 
be said for and against each of them as a policy. The fact 
remains, however, that the federal statute has sought to 
use the dispensing power to shift the responsibility for 
decision of these two matters from the states to the national 
administration. 

As a matter of regular state policy, I am opposed to the 
diversion of highway revenues for non-highway uses. But 
where, as in New Jersey and other states during depression 
periods, it has been possible to avoid new taxes by some 
diversion of highway revenues, the states ought to be free 
to decide this matter of policy uncoerced by any federal 
penalty. In the whole matter of diversion, present federal 
legislation not only deprives states of full freedom to 
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determine their own fiscal policies, but it also has the 
ridiculous effect of requiring the national administration 
to penalize a state for diversion at the very same time that 
the national government itself is guilty of very substantial 
diversion of its highway revenues to general Treasury 
purposes. 

The federal gasoline tax was originally adopted as an 
emergency measure at the rate of one-half cent a gallon 
and its emergency character quietly forgotten. The federal 
Treasury received $406 million from this tax last year. 

The continuation of the tax can be justified only upon 
the presumed national interest in aiding states to carry out 
the national highway program which could not otherwise 
do so. The whole argument collapses when it is recognized 
that the entire needs of al/ the states have at no time in 
the past ten years exceeded annual grants of $140,000,000. 
The principal part of the $500,000,000 per year which 
is to pass through the federal Treasury and be in part 
returned to the states, represents a wasteful, inefficient and 
extravagant process of taking money out of the states, send- 
ing it to Washington, apportioning it back among the 
states and returning it to the states for expenditures upon 
highways by the respective state highway administrations. 

We have two sets of records and audits to be maintained 
by the taxpayers. We have two sets of collectors and inspec- 
tors and examiners covering the same ground in the 
administration of the motor fuel tax. We have two separate 
administrative agencies engaged in administering, collecting 
and disbursing the very same tax. In New Jersey, and I 
am sure in other states, the state administrations would be 
delighted to collect the federal gasoline tax and remit it 
to the federal Treasury at much less cost than the federal 
government is doing it for itself. 

The main point is that there is absolutely no justification 
for the continued levy of a federal gasoline tax for the 
principal purpose of turning it right back to the states. If 
the federal government would get out of the gasoline tax 
entirely, the various states would be well able to meet their 
highway development needs without federal aid, except 
for the relatively few states which have inadequate taxable 
resources. As for them, the federal government would be 
justified in using general Treasury funds to sustain a 
national highway transportation policy. In brief, it merely 
builds bureaucracy to impose a federal aid program upon 
states which neither need nor desire federal aid just to 
provide the machinery of financial assistance for a few 
states that ought to have it. 

The old age assistance program, which by far comprises 
the largest single object of federal aid other than highways, 
is another example of the inflation of a reasonable idea 
into a program far exceeding the proper scope of any federal 
responsibility. This program is essentially built upon a 
matching grant basis, which meant that those states which 
have greater ability will provide a more generous program 
for their dependent old-aged. But here again, duplicate 
administrative hierarchy is created and sustained by the 
need to give ‘‘aid’” to states which neither want nor need it. 


If the federal government would give up the inheritance 
and estate taxes by allowing a credit against the full federal 
tax of up to eighty per cent for state taxes paid, many of 
the states would be well able to pay their own way entirely 
in this field. But once more the national government has 
preempted a field of revenue which historically and eco- 
nomically belongs primarily to the states. It has repeated 
the process of duplicate administration and collection, of 
sending funds to Washington and back again, of preempt- 
ing sources of revenue with which the states could meet 
their own needs without federal aid. 

The alcoholic beverage tax, and the federal policy 
relating to it, is a good example of the fiscal distortions 
which weaken state administration. While the tax has 
policing as well as revenue aspects, the extent to which 
there is duplication and inefficiency in its administration 
by both the states and federal government at the same 
time is immeasurable. You may be familiar with stories 
of how state inspectors have trailed a suspicious-looking 
character for weeks only to disover that the ‘‘character’’ 
was himself a federal inspector also working on a case. 
This ridiculous situation, serious as it is, is overshadowed 
by the very preemption of this tax by the heavy wartime 
increases in the federal levy. Here, again, a supposedly 
emergency tax, which Congressional leaders professed an 
intention to reduce immediately upon the cessation of 
hostilities, has been retained by the federal government 
despite the urgent need of the states for this revenue source. 

The conclusion is clear. Any state of average wealth and 
average taxable resources neither needs nor wants federal 
aid as a ‘“‘hand out” device. If the federal government will 
turn back to the states the gasoline tax, the inheritance tax, 
the alcoholic beverage tax, they will be well able to finance 
needed services and activities themselves. This will do 
much to eliminate the inefficiency, waste and irresponsibility 
of central financing of local services. If the Congress is 
genuinely interested in economy, it can well begin by 
terminating grants to states where there is no demonstrated 
need. 

Any realistic view of the future of state and local 
government underscores the importance of developing some 
rational basis of federal aids and of integrating the tax 
structures of federal and state governments. Governments 
everywhere are faced with the rising demands for new ser- 
vices and with increased costs of existing services. We must 
make every effort to economize — and if our New Jersey 
problem is any indication of the situation of states generally, 
I might say from personal experience that it is not any 
easier to cut a state payroll than it is to reduce an industrial 
payroll under current conditions. 

States should not and can not engage in deficit financing, 
but they and their local subdivisions are obliged to main- 
tain governmental services which are essential to their 
citizens and to industrial activity and commerce, regardless 
of general economic conditions. While there are some who 
would readily seek to impose new taxes for the use of 
state and local government, there are few states indeed 
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which are not already scraping the bottom of the barrel 
tax-wise. Many states, and New Jersey is not among them, 
have already exhausted the possibilities of sales and income 
taxes, luxury taxes and excises of all kinds. They are faced 
with the alternative of curtailing essential government ser- 
vices or seeking to impose rate increases on already over- 
burdened tax bases. What is the taxpayer to do in the 
face of this sorry situation? 

In the already well developed programs of effective 
citizen research agencies I would particularly emphasize: 


tp 


An insistence that the Congress recognize its 


obligation in a federal system not only to accept but 
to support vigorous and responsible state government. 
Provision for every possible citizen encouragement 
to a joint federal-state program designed to inte- 
grate the present confused, overlapping and wasteful 
duplication in federal and state structures. 
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The coordination of the efforts of taxpayer groups 
toward the reduction of not only federal expenditures 
but also state and local expenditures with a view 
toward reducing unnecessary costs whenever and 
wherever they may occur 

The development of adequate standards of service 
responsibility to the end that governmental services 
may be allocated to and provided by that level of 
government which can most effectively recognize and 
meet local needs, and maintain local values in pro- 
viding the services of government. 

A willingness to support adjustments in our tax 
structures designed to assure a fair and equal appli- 
cation of existing taxes to all taxpayers, as well as a 
fair apportionment of the total tax burden among 
all those who either pay or should be paying a share 
of the cost of government. 


TAX FOUNDATION 
30 Rockefeller Plaza 


New York City 


Quotation of material in this publication 
is permitted when acknowledgment is made. 
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